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40-YEAR, NO-DOWNPAYMENT LOANS 


OW safe would a 40-year, no-downpayment loan be on a $13,500 resi- 
H dence? The recommendation of the administration for 40-year loans of 

this type has brought requests to us for some charts on the subject. If 
we assume that replacement costs will hold at their present level, the $13,500 
house would not be worth on the market the amount still owed on the mortgage 
until after the twentieth year. This is shown by the insert chart on page 113. 
The blue curve on this chart shows the amount still owed on the mortgage in 
any year from the time the mortgage is made until it is paid off entirely at the 
end of 40 years. 


The red line on the chart shows the average value of a $13,500 house of any 
age from one year old to 40 years old. This line is based on column (5) in the 
table on page 112, which shows the depreciated value in dollars of present 
purchasing power for a $13,500 house for each year for the next 40 years. The 
figures for all years in this column in which the depreciated value is below the 
amount outstanding on the mortgage are shown in red. The figures in this col- 
umn are based ona study of thousands of appraisals in our files, which ap- 
peared on page 56 in a study in The Real Estate Analyst published February 11, 
1955. This line includes not only the building but the lot, sidewalks, drive- 
ways, planting, etc. The pink shaded area on this chart shows the period in 
which the property would not be worth the amount still owed against it. 


In most areas at the present time the standard sales commission is 6 per- 
cent. Six percent of $13,500 amounts to $810. During the initial period of 
this mortgage it pays off so slowly that it would take 7 years and 1 month to 
pay off an amount on the mortgage equivalent to the sales commission. This 
is shown by the figures in column (3) in the table. 


The large chart on page 113 shows this transaction in another light. The 
blue portion of the chart at the bottom represents the total amount paid off on 
the loan, and if it be assumed that depreciation does not exist, this would 
represent the amount of equity being built up. The upper line on the chart, 
shown in red, shows the total amount paid at the end of any given year in inter- 
est and principal payments. The pink area below this line represents the 
cumulative interest paid at the end of each year, which at the end of 40 years 
amounts to approximately $19,883. This interest alone amounts to approxi- 
mately 47 percent more than the purchase price of the house. 
(cont. on page 114) 
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(1) (2) 
End of Mortgage Interest 
Year Balance Payments 
1st $13, 404.18 740.10 
2nd 13, 302.97 1,474. 81 
3rd 13,196.04 2,203.80 
4th 13,083.09 2,926.77 
5th 12,963. 76 3,643. 36 
6th 32.051. 42 4,353.23 
7th 12, 704. 54 5,055. 98 
8th 12,563.85 o, wakcas 
9th 12, 415. 23 6,438.51 
10th 12, 258. 25 7,117. 45 
lith 12,092. 39 7, 787. 51 
12th 11,917.19 8, 448.23 
13th ti. Fae. 14 9,099.10 
14th 11,536.65 9,739.53 
15th 11,330.11 10, 368. 91 
16th 11,111.94 10, 986. 66 
17th 10, 881. 43 11,592.07 
18th 10,637.87 12,184.43 
19th 10, 380. 57 12, 763.05 
20th 10,108.75 13,327.15 
21st 9,821.62 13,875.94 
22nd 9,518.32 14, 408. 56 
23rd 9,197.93 14,924.09 
24th 8,859. 46 15,421. 54 
25th 8,501.93 15,899.93 
26th 8,124. 23 16, 358.15 
27th 7,725.16 16, 795.00 
28th 7,303. 56 17, 209. 32 
29th 6,858.17 17,599.85 
30th 6, 387. 71 17,965. 31 
31st 5,890. 71 18, 304. 23 
32nd 5, 365. 71 18,615.15 
33rd 4,811.06 18, 896. 42 
34th 4,225.09 19,146. 37 
35th 3,606. 08 19, 363. 28 
36th 2,952.18 19, 545. 30 
37th 2,261.44 19,690. 48 
38th 1,531.70 19, 796. 66 
39th 760. 78 19,861.66 
40th 19,883.18 
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Depreciated 





o interest) 
(3) (4) 
Interest + Value 
__Equity Equity 1961 Dollars 
$ 95.82 s 835.92 
197.03 1,671.84 
303. 96 2,507. 76 
416.91 3, 343. 68 
536. 24 4,179.60 
662.29 5,015.52 
795. 46 5,851.44 
936.15 6,687. 36 
1,084. 77 7,523. 28 
1,241.75 8, 359. 20 
1,407.61 9,195.12 
1,582.81 10, 031.04 
1, 767. 86 10, 866. 96 
1,963.35 11, 702.88 
2,169.89 12,538.80 
2, 388. 06 13, 374. 72 
2,618.57 14, 210. 64 
2,862.13 15, 046. 56 
3,119.43 15,882.48 
3,391.25 16, 718.40 
3,678. 38 17, 554. 32 9,855 
3,981.68 18, 390. 24 9,720 
4,302.07 19, 226.16 9,585 
4,640. 54 20, 062. 08 9,450 
4,998.07 20,898.00 9,315 
5, 378. 77 21,733.92 9,180 
5, 774. 84 22,569.84 9,045 
6,196.44 23, 405. 76 8,910 
6,641.83 24, 241. 68 8,640 
7,112.29 25, 077.60 8,505 
7,609.29 25,913.52 8,370 
8,134. 29 26,749. 44 8,235 
8,688.94 27, 585. 36 8,100 
9,274.91 28, 421. 28 7,965 
9,893.92 29, 257.20 7,830 
10, 547.82 30, 093.12 7,695 
11, 238.56 30,929.04 7,425 
11,968.30 31, 764. 96 7,290 
12, 739.22 32,600. 88 7,155 
13,500. 00 33, 383.18 7,020 
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The interest and principal payments over the 40-year period amount to 
$33,383. This is approximately times the purchase price, shown by the 


5 
horizontal line on th hart at $13,500. 


The only devel ent which could make the purchase of a $13,500 house 
with no downpayme! 1 a 40-year mortgage a sound investment would be a 
very considerable a int of inflation in the next 40 years. Without inflation, 
at the end of 40 yea ifter paying $33,383, the owner would have a property 
worth $7,020. His s in interest and depreciation would amount to $26, 363. 
This amounts to approximately 79 percent of his total payments during the 40 
years. This, of e, does not include taxes; maintenance, replacement, 
and repairs; fire rnado insurance; and the FHA mortgage insurance. 


If we assume tha e general price level will double in the next 40 years, 
which would mean a! flation of 24 percent a year, the depreciated value of 
the building at the end of 40 years would be $14,040, as, everything else being 
equal, we have found that the purchasing power of the dollar is the primary 
factor affecting real estate prices over a long period. This is $540 more than 
he paid for the propert Subtracting this from the interest of $19,883, we 
find that this reduces interest cost to $19,343, or 43 percent more than he 
paid for the property His total cost over the 40-year period for interest and 
principal payments bei $33,383, the value of the house would now be 42 per- 
cent of the total amount paid. 


A mortgage lender making 100-percent loans on a 40-year basis would not 
be lending on real estate. His security would lie entirely in the FHA insurance, 
and there is quite a probability that he would be buying FHA debentures. 


It has been argued that the length of the term of the mortgage makes rela- 
tively little differenc« 1s most mortgages are paid off long before maturity. 
The average life of FHA mortgages in 1959 was 9.12 years. This early payoff 
in many cases is due to the sale of the property and the purchase of a second 
property by the seller, using the equity from the first property as a partial 
payment on the second The falseness of this statement that the length of loan 
makes no difference early evident by referring to columns (1) and (5) in the 
table on page 112. Ona 40-year loan there is no equity to trade prior to the 
twenty-first year, unless again we assume a considerable amount of inflation 
during this period. At the end of the ninth year, in place of having an equity, 
the man attempting t ll his property in order to buy another would find that 
his equity accumulations were $670 short of the remaining balance on the mort- 
gage. In selling his property in order to purchase another, he would also be 
liable for a sales commission, and if at that time the percentage asked for in 
sales commission were still 6 percent, his sales commission would be about 
$705. After paying h sales commission he would be $1,375 short, a deficit 
which relatively few real estate owners would be willing to accept as a down- 


payment on a new property 
.} 
——__ROY WEA ZLICK 








